At present, effective interest method is extensively used in confirmation of effective yield (or expense) during the holding of fixed or ascertainable assets (or liabilities) of future cash flows. It uses initial amortized cost to multiply by effective interest rate, in order to determine effective yield of current period, and then determine amortization amount of amortization items of current period. It's difficult for students to understand and accept the method. Taking accounting treatment of financial assets and corresponding financial liabilities as example to carry out contrastive and integrated teaching can make students digest and save class hour as well as greatly improve teaching effectiveness and efficiency. The research provides important reference for daily practical teaching of effective interest method.
proposes: effective interest method calculates amortized cost, interest income or interest expenses in each period according to effective interest rate of financial assets or financial liabilities. Effective interest rate refers to the rate used in discounting future cash flows of financial assets or financial liabilities in expected duration or applicable shorter period to the current book value of financial assets or financial liabilities.
Effective interest method is a distinctly important method in accounting practice. At present, it is widely used in amortization of premium and discount of financial assets (liabilities) and accounting of selling goods through collection by installment, purchasing assets through payment by installment, finance lease. It's difficult for students to learn and understand the method, let alone flexible application of it. Therefore, it is necessary to discuss the method and better apply it to teaching practice, in order to improve students' learning effectiveness and efficiency.
II. ANALYSIS ON CONNOTATION OF EFFECTIVE INTEREST METHOD
Effective interest method calculates and confirms effective interest at each period during the holding of financial assets (liabilities) according to effective interest rate. In this method, first, we must calculate effective interest rate, namely, the current value of future cash flow of financial assets (liabilities) is equal to discount rate of current book value. We need to calculate coupon payments (face value multiplies by coupon rate), effective interest (initial amortized cost multiplies by effective interest rate). The balance of the two is the amortization amount of amortization item at current period. In order to learn effective interest method, the understanding and calculation of amortized cost is of vital importance. Article 13 of No. 22 ASBE gives detailed explanation: amortized cost of financial assets or financial liabilities refers to the results that the initial confirmed amount of financial asset or financial liability goes through the following adjustment: ⑴ deduct the principal paid; ⑵ plus or minus accumulated amortization amount after amortizing the balance between initial confirmed amount and amount at maturity date through effective interest method; ⑶ deduct impairment loss occurred (only applicable to financial assets). In short, amortized cost is equal to initial confirmed amount (cost plus debit balance of amortization account) minus principal paid minus accumulated amortization amount of amortization account in credit minus impairment loss occurred; or amortized cost is equal to initial confirmed amount (cost minus credit balance of amortization account) minus principal paid plus accumulated amortization amount of amortization account in debtor minus impairment loss occurred. If it is the financial instrument of accrual debt at maturity, the above calculation formulas should add cumulative number of "accrued interest". But the last period of holding period uses "backwards method" to avoid "calculation end difference". First calculate nominal interest (coupon interest) and then calculate balance of amortization account and amortize the surplus. The effective interest of last period is equal to nominal interest plus or minus the last amortization amount of amortization account.
III. COMPARATIVE AND INTEGRATED TEACHING APPLICATION OF EFFECTIVE INTEREST METHOD
In regard to financial instruments, the holder regards it as financial assets but the issuer regards it as financial liabilities. It is easy to contrast financial assets and financial liabilities, so we can carry out contrastive and integrated application in *Fund project: This paper is the phased research result of Guangdong university provincial level major scientific research project (2015GXJK163) teaching. Held-to-maturity investment is non-current asset, while bonds payable are non-current liability. They are important parts of financial accounting course. They have strong contrast. Teaching through contrasting and integrating held-to-maturity investment and accounting treatment of bonds payable avails the understanding and application of effective interest method. The contrast of them is shown in table 1. Article 11 of No.22 ASBEL: Held-to-maturity investment refers to ascertainable non-derivative financial asset with fixed maturity date and fixed recovery amount that enterprises have clear intention and ability to hold to maturity when obtaining it. Bonds payable refer to securities above maturity of one year that enterprises issue in accordance with legal procedures and agree to repay capital and interest within a certain period. Next, classical examples will be provided to explain the application of effective interest method in teaching through contrasting and integrating held-to-maturity investment and bonds payable. It is easy to contrast held-to-maturity investment and bonds payable. It proves that it is effective to carry out contrastive teaching through designing the above classical examples, integrate effective interest method and guide students to learn through contrast, digest and expand thinking.
IV. CONCLUSION
To sum up, effective interest method uses initial amortized cost to multiply by effective interest rate to calculate effective interest of current period, and uses effective interest to calculate amortization amount of amortization items. It is specific application of time value of money and important method of interest calculation in financial accounting. It is feasible to teach through contrasting and integrating issuer and investor of long-term debt instrument in bullet payment of principal and interest, selling goods through installation long-term collection and purchasing assets through installation long-term payment, leaser and tenant in finance lease, long-term debit and credit. It helps students to understand effective interest method and the accounting treatment of assets and liabilities and saves class hour, in order to achieve better teaching effectiveness and efficiency. Therefore, the research provides important references for daily practical teaching of effective interest method.
